REPORT OF THE AUDITOR-GENERAL TO THE NORTHERN CAPE PROVINCIAL 

LEGISLATURE AND THE COUNCIL ON THE FINANCIAL STATEMENTS AND 

PERFORMANCE INFORMATION OF SIYANCUMA MUNCIPALITY FOR THE YEAR 

ENDED 30 JUNE 2009 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1. I was engaged to audit the accompanying financial statements of the Siyancuma 
municipality which comprise the statement of financial position as at 30 June 2009, the 
statement of financial performance, the statement of changes in net assets/equity the 
cash flow statement for the year then ended, and a summary of significant accounting 
policies and other explanatory notes, as set out on pages 1 to 28. 

The accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with the Standards of Generally Recognised 
Accounting Practice (GRAP), as set out in accounting policy note 1 and in the manner 
required by the Local Government: Municipal Finance Management Act, 2003 (Act No. 
56 of 2003) (MFMA) and for such internal control as the accounting officer determines 
is necessary to enable the preparation of financial statements that are free from 
material misstatement, whether due to fraud or error. 

The Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of the Republic of South Africa, 1996 
read with section 4 of the Public Audit Act, 2004 (Act No. 25 of 2004) (PAA) and 
section 126(3) of the MFMA, my responsibility is to express an opinion on the financial 
statements based on conducting the audit in accordance with the International 
Standards on Auditing and General Notice 616 of 2008, issued in Government Gazette 
No. 31057 of 15 May 2006. Because of the matters described In the Basis for 
disclaimer of opinion paragraphs, however, I was not able to obtain sufficient 
appropriate audit evidence to provide a basis for an audit opinion. 

4. Paragraph 11 et seq. of the Statement of Generally Recognised Accounting Practice, 
GRAP 1 Presentation of Financial Statements requires that financial reporting by 
entities shall provide information on whether resources were obtained and used in 
accordance with the legally adopted budget. As the budget reporting standard is not 
effective for this financial year, I have determined that my audit of any disclosures 
made by the municipality in this respect will be limited to reporting on non-compliance 
with this disclosure requirement 

Basis for disclaimer of opinion 

Accumulated surplus 

5. Accumulated surplus was disclosed as R6 649 498 (30 June 2008: R8 816 233) In the 
financial statements. I was unable to perform satisfactory audit procedures to obtain 
reasonable assurance on the valuation and allocation, existence, classification and 
comprehensibility, rights and obligations due to the following: 

a) I could not obtain sufficient appropriate audit evidence for an unexplained 
difference amounting to R2 556 537 between the closing balance disclosed on 
the audited financial statements for 2007-08 and the opening balance disclosed 
in the 2008-09 financial statements. 

b) I could not obtain sufficient appropriate audit evidence for an unexplained 
difference amounting to R11 143 678 between the amount as per the general 
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ledger and the amount disclosed in the financial statements for accumulated 
surplus. 1 could not determine the effect of the above on the financial statements. 

c) I could not obtain sufficient appropriate audit evidence for transactions amounting 
to R575 248 that was processed against government grants. 

d) The opening balance (July 2008) in the statement of change in net assets (for the 
accumulated surplus) was disclosed as R16 920 544. The comparative figure 
disclosed in the statement of financial position amounted to R8 816 233. I could 
not obtain sufficient appropriate audit evidence for the unexplained difference 
amounting to R8 104 311. 

e) Net assets were disclosed as R12 908 365 In the statement of financial position 
and as R6 929 806 in the statement of change in net assets. I could not obtain 
sufficient appropriate audit evidence for the difference of R5 978 559. 

f) The unbundling of funds and assets were not accounted for in the accumulated 
surplus for the prior year. Consequently, the comparative figure for accumulated 
surplus agreed with that of the prior financial year. The change in accounting 
policy was not performed retrospectively as required by GRAP 3. 

g) The disclosure requirement as set out in GRAP 3, paragraph 28, for a change in 
accounting policy was not disclosed in the financial statements. 

The municipality’s records did not permit the application of alternative audit 
procedures. 

Government grant reserve 

6, Government grant reserve was disclosed as R19 557 863 in the financial statements, i 
was unable to perform satisfactory audit procedures to obtain reasonable assurance 
on the valuation and allocation, existence, rights and obligations due to the following: 

a) I could not obtain sufficient appropriate audit evidence on property, plant and 
equipment that were financed by government grants. Evidence could not be 
obtained that a transfer equal to the amount credited to the statement of financial 
performance relating to the value of such property, plant and equipment was 
transferred to the government grant reserve in the statement of changes in net 
assets. 

b) in absence of sufficient appropriate audit evidence for transactions that was 
processed against the government grant reserve. I was unable to perform 
satisfactory audit procedures to obtain reasonable assurance on the valuation 
and allocation, existence, rights and obligations of government grant reserves 
disclosed as R19 557 863 in the statement of financial position. 

c) Comparative figures were not disclosed for the government grant reserve in the 
financial statements. 

The municipality’s records did not permit the application of alternative audit 
procedures. 

Revenue 

7.1 Income was disclosed as R49 099 454 (30June 2008: R39 949 663) in the statement 
of financial performance. The classification and comprehensibility, completeness, 
accuracy, occurrence and classification of some income categories could not be 
confirmed as a result of a lack of maintained income management system. 

a) Income for the sale of water disclosed as R6 087 957 could not be confirmed as 
many water meters were not in a working condition during the year and at year- 
end. 
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b) According to note 24 to the financial statements, government grants and 
subsidies for which the conditions of the grants were met amounted to 
R6 238 257 and according to the general ledger accounts it amounted to 
R22 297 221. I could not obtain sufficient appropriate audit evidence on the 
portion that needed to be capitalised to property, plant and equipment or 
transferred to revenue 

The municipality’s records and systems did not permit the application of alternative 
audit procedures. 

7.2 Accounting policy note 13 prescribes the accounting treatment of revenue. Revenue 
disclosed as R49 099 454 in the financial statements was misstated as a result of: 

a) In terms of GRAP 3, Presentation of Financial Statements, each material class of 
similar items shall be presented separately in the financial statements and items 
of dissimilar nature or function shall be presented separately unless they are 
immaterial. A detail breakdown for other income amounting to R1 652 949 as 
required by GRAP 3 was not disclosed in a note to the financial statement. 
Furthermore, revenue included in the statement of financial performance did not 
differentiate between revenue from exchange transactions and revenue from non- 
exchange transactions. 

b) interest earned on external investments was disclosed as R161 667 in the 
statement of financial performance. The amount was understated by R147 743 
relating to interest received on Investments as per bank confirmation that was not 
disclosed. 

Expenditure 

8.1 Expenditure was disclosed as R49 904 495 (30 June 2008: R42 227 802) in the 
financial statements. I was unable to perform satisfactory audit procedures to obtain 
reasonable assurance on the classification and comprehensibility, completeness, 
accuracy, occurrence and classification of the expenditure due to the following: 

a) Employee cost were disclosed as R19 469 735 in note 12 to the financial 
statements. The amount as per general ledger was R20 126 470. 1 could not obtain 
sufficient appropriate audit evidence for the unexplained difference of R656 735. 

b) The comparative figure for employee cost was disclosed as R18 423 226 in note 
12 to the financial statements. The closing balance disclosed in the audited 
financial statements for 2007-08 amounted to R19 660 628. I could not obtain 
sufficient appropriate audit evidence for the unexplained difference amounting to 
R1 237 402. Furthermore, no comparative figures were disclosed for the 
remuneration of the municipal manager and chief financial officer. 

c) A detail breakdown for employee-related cost amounting to R19 469 735 (30 June 
2008: R18 423 226) as required by GRAP 3 was not disclosed in note 12 to the 
financial statements. 

d) I could not obtain sufficient appropriate audit evidence amounting to R565 878 as 
these payment batches relating to government grants could not be obtained. 

e) Government grant expenditure amounting to R3 832 301 was disclosed as part of 
general expenditure in the statement of financiai performance. According to note 
24 government grants expenditure amounted to R6 878 257. I could not obtain 
sufficient appropriate audit evidence for an unexplained difference of R3 045 957. 
Furthermore, the amount for government grant expenditure according to the 
general ledger accounts was R22 297 221. 1 could not obtain sufficient appropriate 
audit evidence on the portion that needed to be capitalised to property, plant and 
equipment or transferred to expenditure. I was also unable to perform satisfactory 
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audit procedures to obtain reasonable assurance regarding the accuracy, 
occurrence and ciassification of the value-added tax in respect of government 
grant expenditure. 

f) In terms of GRAP 3, Presentation of Financial Statements, each material class of 
similar Items shall be presented separately in the financial statements and items of 
dissimilar nature or function shall be presented separately unless they are 
immaterial. A detail breakdown for general expenditure amounting to R11 627 588 
as required by GRAP 3 was not disclosed in a note to the financial statements. 

g) The prior year's basis of accounting (IMFO) did not require a detail breakdown of 
expenditure. GRAP 3 requires a detail breakdown of expenditure for the current 
year expenditure and the comparative figures. I could not obtain sufficient 
appropriate audit evidence on the breakdown of the expenditure comparative 
figures. Furthermore, the total amount disclosed for expenditure in the prior year’s 
financial statements amounted to R42 227 802 and the comparative figure in the 
current year’s financial statement amounted to R51 216 341. I could not obtain 
sufficient appropriate audit evidence for the unexplained difference amounting to 
R8 988 539. I could not determine the impact on the financial statements. 

The municipality’s records did not permit the application of alternative audit 
procedures. 

8.2 GRAP 1 prescribes the accounting treatment of expenditure. Expenditure disclosed in 
the statement of financial performance was understated due to the following: 

a) Depreciation was disclosed as R282 357 in note 5 to the financial statements. No 
depreciation was disclosed in the statement of financial performance. Therefore 
expenditure was understated by R232 357. 

Property, plant and equipment 

9.1 Property, plant and equipment were disclosed as R20 544 238 (30 June 2008: 
R920 114) in note 5 to the financial statements. I was unable to perform satisfactory 
audit procedures to obtain reasonable assurance on the classification and 
comprehensibility, completeness, existence, rights and obligations due to the following: 

a) I could not obtain sufficient appropriate audit evidence for the unexplained 
difference amounting to R8 340 310 (30 June 2008; R11 311 282) between the 
asset register and the amount disclosed in note 5 to the financial statements. 

b) Sufficient appropriate audit evidence could not be obtained for transactions passed 
amounting to R19 730 307 relating to the GRAP conversion. I could not determine 
the impact on the financial statements. 

The municipality's records did not permit the application of alternative audit 
procedures. 

9.2 The figure for property, plant and equipment agreed with that of the prior financial year. 
The municipality did not calculate any depreciation and neither was any restatement 
made due to the change in accounting policies on the comparative figure for property, 
plant and equipment. 

Consumer debtors 

10.1 Consumer debtors were disclosed as R24 631 567 in note 7 to the financial 
statements. I was unable to perform satisfactory audit procedures to obtain reasonable 
assurance on the completeness, rights and obligations, existence, valuation and 
allocation of consumer debtors due to the following: 
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a) I could not obtain sufficient appropriate audit evidence for consumer debtors 
amounting to R989 217. 

b) I could not obtain sufficient appropriate audit evidence for an unexplained 
difference of R200 022 between the rates ageing in note 7 and the total amount 
disclosed for rates debtors in note 7 to the financial statements. 

c) I could not obtain sufficient appropriate audit evidence for an unexplained 
difference amounting to R242 092 between the electricity, water and sewerage 
ageing in note 7 and the total amount disclosed for these debtors in note 7 to the 
financial statements. 

d) The provision for bad debt was disclosed as R23 926 550 in note 7 to the financial 
statements. As described in the paragraph above, I was unable to obtain sufficient 
appropriate audit evidence regarding the completeness and valuation of the ageing 
of debtors on which the provision calculation was performed. I was therefore 
unable to satisfy myself as to the valuation and allocation of the provision. 

e) I could not obtain sufficient appropriate audit evidence for an unexplained 
difference amounting to R1 980 273 between the closing balance disclosed in the 
audited financial statements for 2007-08 and the opening balance disclosed in the 
2008-09 financial statements 

The municipality's records did not permit the application of alternative audit 
procedures. 

10.2 IAS 39 prescribes the accounting treatment of debtors. The ageing of consumer 
debtors disclosed as R24 631 567 in note 7 to the financial statements was overstated 
by R1 841 982 as the ageing of debtors disclosed in the financial statements did not 
correspond with the debtors age analysis from the debtors system. 

10.3 Comparative figures were not disclosed for the age analysis of consumer debtors and 
bad debt in note 7 to the financial statements. 

Other debtors 

11.1 Other debtors were disclosed as R2 518 610 in note 7 to the financial statements. ! 
was unable to perform satisfactory audit procedures to obtain reasonable assurance 
on the completeness, rights and obligations, existence, valuation and allocation of 
consumer debtors due to the following: 

a) In terms of the South African Statement of Generally Accepted Accounting 
Practice, IAS 39 Financial Instruments, the municipality must assess at each 
reporting date whether a financial asset or group of financial assets is impaired. 
A financial asset or group of financial assets is deemed to be impaired if there is 
objective evidence of impairment. I could not obtain evidence for the basis of 
impairment of R22 614 704. The records of the municipality did not permit the 
application of alternative audit procedures. 

b) i could not obtain sufficient appropriate audit evidence for an unexplained 
difference amounting to R2 258 669 between the closing balance disclosed in the 
audited financial statements for 2007-08 and the opening balance disclosed in 
the 2008-09 financial statements. Furthermore, I could not obtain sufficient 
appropriate audit evidence on the comparative detail disclosure under each 
category in note 7 to the financial statements. 

c) VAT receivable was disclosed as R496 266 in note 8 to the financial statements. 
The municipality did not perform a reconciliation for VAT. I performed a VAT 
reconciliation and could not obtain sufficient appropriate audit evidence for an 
unexplained difference amounting to R1 465 856. Furthermore debit journals 
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amounting to R815 260 were passed against the VAT accounts. I could not 
obtain sufficient appropriate audit evidence to confirm these transactions. I could 
not determine the effect of the above on the financial statements. 

The municipality’s records did not penmit the application of alternative audit 
procedures. 

1 1 .2 IAS 39 prescribes the accounting treatment of debtors. Other debtors was disclosed as 
R2 518 610 in note 8 to the financial statements. Consumer debtors in note 7 to the 
financial statements were understated and other debtors overstated by R2 001 002, as 
consumer debtors were disclosed as other debtors. 

Creditors 

12. IAS 39 prescribes the accounting treatment of creditors. Creditors disclosed as 
R7 285 609 in note 3 to the financial statements were understated by R404 614 as a 
result of: 

a) VAT creditor and VAT debtor being understated by R307 548 as VAT on 
consumer debtors was not appropriately disclosed. 

b) Sundry creditors and expenditure being understated by R102 136 as unpaid 
goods and services received by year end were not accrued. 

Unspent conditional grant 

1 3. 1 . Unspent conditional grants were disclosed as R1 41 3 932 (30 June 2008: R9 678 520) 
in note 4 to the financial statements. I was unable to perform satisfactory audit 
procedures to obtain reasonable assurance on the valuation and allocation, existence, 
rights and obligations due to the following; 

a) I could not obtain sufficient appropriate audit evidence for an unexplained 
difference amounting to R1 630 585 between the amount for unspent conditional 
grant disclosed in note 24 and the amount disclosed in note 4 to the financial 
statement. 

b) According to section 28 of the Division of Revenue Act, 2008 (Act No. 2 of 2008), 
(DoRA) any conditional allocation that is not spent at the end of a financial year 
reverts to the National Treasury unless the unspent allocation is committed to 
identifiable projects. I was unable to determine the amount of unspent conditional 
grants that should be disclosed as a payable to the National Treasury. 

The municipality's records did not permit the application of alternative audit 
procedures. 

13.2 General acceptable municipal accounting practice (GAMAP) 9 prescribes the 
accounting treatment of unspent conditional grants. Unspent conditional grants were 
understated as it included projects with debit balances of R2 383 177 (30 June 2008: 
R179 984). I could not obtain sufficient appropriate audit evidence as to the portion 
that needed to be capitalised to property plant and equipment or transferred to 
expenditure or receivables 

Commitments 

14.1 Commitments were not disclosed In the financial statements. The completeness of 
commitments could not be confirmed as a result of the lack of a commitments register 
and a system to account for commitments. Various projects were in progress at year- 
end that should have been disclosed as commitments. Various contracts requested 
were not submitted. The municipality’s records did not permit the application of 
alternative audit procedures. 
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14.2 GRAP 13, Leases, and GRAP 17, Property, plant and equipment prescribe the 
accounting treatment of commitments. The municipality omitted disclosure of the 
comparative figure for commitments amounting to R1 524 731 that \A/as disclosed in 
the prior year’s financial statements. 

Irregular expenditure 

15.1 Accounting policy note 8 and section 125{2)(d) of the MFMA prescribes the accounting 
treatment of irregular expenditure. Irregular expenditure disclosed in note 25 was 
understated as the municipality omitted disclosure of the following irregular 
expenditure: 

a) An amount of R836 823 was spent during the financial year in contraventions of 
the supply chain management regulations and employment regulations. 

b) An amount of R212 300 was incurred during the financial year as councillors 
received allowances of more than the upper limits set in Government Gazette No. 
30600 of 18 December 2008 In relation to the Remuneration of Public Office- 
Bearers Act, 1998 (Act No. 20 of 1998). 

15.2 The municipality did not submit any of the tender documentation requested. I was 
unable to perform satisfactory audit procedures to obtain reasonable assurance 
regarding the completeness of irregular expenditure with regard to non-adherence to 
supply chain management. Furthermore the municipality did not have a draft or 
approved delegations for the approval of expenditure. I could not quantify the amount 
by which irregular expenditure was understated with expenditure that was not 
approved by the accounting officer. The municipality’s records did not permit the 
application of alternative audit procedures. 

Employee benefits 

16.1 Employee benefits were disclosed as R2 115 341 in note 29 to the financial 
statements. Leave was timeously approved and captured. Furthermore clock system 
installed was not used. The municipality's records did not permit the application of 
alternative audit procedures. Consequently, ! was unable to perform satisfactory audit 
procedures to obtain reasonable assurance on the completeness, valuation and 
allocation of employee benefits relating to the leave liability. 

16.2 IAS 19 prescribes the accounting treatment of employee benefits. Employee benefits 
disclosed as R2 1 15 341 in note 29 to the financial statements were understated as a 
result of the following: 

a) The municipality provided post-retirement pension and medical benefits for certain 
retired staff members. The municipality did not accrue for the costs of these 
benefits in accordance with the South African Statement of Generally Accepted 
Accounting Practice, IAS 19, Employee benefits. I could not confirm the obligation, 
current service costs, interest cost and accumulated actuarial gains or losses. 

b) Employee benefits disclosed in note 23 to the financial statements were 
understated by an unquantifiable amount as performance bonuses, 13'^ cheques, 
long-service awards, current and deferred/retirement were not disclosed. 

Leases 

17. Lease liabilities were not disclosed in the financial statements. Vehicle finance lease 
agreements amounting to R648 198 were not disclosed. The municipality did not have 
a lease liability register or system to account for lease liabilities. The municipality did 
not apply the definition of finance and operating leases as per GRAP 13 to the 
available lease contracts to determine under which category the liability should be 
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disclosed. I was unable to perform satisfactory audit procedures to obtain reasonable 
assurance on the completeness of lease liabilities. 

Inventory 

18.1 Accounting policy note 6 prescribes the accounting treatment of inventory. The 
completeness of inventory could not be confirmed as a result of the lack of an 
inventory register and a system to account for inventory. No inventory was disclosed in 
the financial statements. The municipality had various items of inventory on hand at 
year-end that should have been disclosed. The municipality’s records did not permit 
the application of alternative audit procedures. 

18.2 Disclosures for inventory as prescribed by Directive 4 was not clearly expressed as 
required. For detail refer to paragraph 24 on disclosure and presentation. 

Cash flow statement 

19. GRAP 2 on cash flow statements prescribes the accounting treatment of cash flow. 
The cash flow statement did not balance with the cash and cash equivalents. The cash 
flow according to the cash flow statement amounted to R1 035 087 and the cash flow 
in cash and cash equivalents disclosed in the statement of financial position amounted 
to R4 61 1 433. Furthermore, no comparative figure was disclosed. 

Financial instruments 

20. The municipality omitted disclosure on financial instruments relating to financial risk 
management and the classification of financial assets and financial liabilities. In terms 
of IFRS 7, Financial Instruments Disclosures the aforementioned additional disclosures 
on financial instruments must be made in the notes to the financial statements. 

Disclosure and presentation 

21.1 The financial statements did not disclose and present all the required information as 
outlined by the Standards of Generally Recognised Accounting Practices, as adopted 
in accounting policy note 1 and the MFMA. The following omissions were noted: 

a) Councillors’ arrear consumer accounts as required by the MFMA, section124(1)(b). 

b) Pension and medical aid deductions in note 19 to the financial statements. 

c) Information of amounts included for multi-employer funds in note 21 to the financial 
statements. 

d) Audit fees in note 1 9 to the financial statements. 

e) Disclosure of grants and subsidies in terms of the MFMA, section 1 23. 

f) Comparative information on which comparative figure was restated as well as the 
detail thereof due to the conversion to GRAP. 

g) GRAP 1 prescribes the information to be presented on the face of the statement of 
financial position. The financial statements do not differentiate between “trade and 
other receivables from exchange transactions" and “Other receivables from non- 
exchange transactions, including taxes and transfers". Furthermore, the financial 
statements do not differentiate between “Taxes and transfers payable" and “trade 
and other payables from exchange transactions" 

h) Investments written off and pledged as security 

21.2 Directive 4 was issued by the Accounting Standards Board. The objective of this 
directive is to set the transitional provisions for individual Standards of GRAP for 
medium- and low-capacity municipalities. Where an entity has taken advantage of the 
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transitional provisions in other Standards of GRAP, the following disclosures shall be 
made in the financial statements: 

a) The fact that the entity has taken advantage of the transitional provisions. 

b) The classes of assets and/or liabilities that have not been measured in accordance 
with the applicable Standards of GRAP at the previous reporting date, but which 
are now so recognised. 

c) The nature and amount of any measurement period adjustments recognised during 
the period. 

d) information on the progress made by an entity towards measuring assets or 
liabilities in accordance with the requirements of Standards of GRAP and 
recognising major classes of assets and liabilities that have not been recognised in 
full. 

For the following items these disclosure was not made: 

• GRAP 17 - Property, plant and equipment in note 5 to the financial statements 

• GRAP 12 “ inventories 

• GRAP1 02 - Intangible assets 

• GRAP 13 “ Leases 

• GRAP 16 - Investment property 

The records of the municipality did not permit the application of alternative audit procedures. 
Consequently, I could not confirm disclosure and presentation of Directive 4 and the impact 
thereof on the financial statements. 

21.3 The financial statements have also been prepared in accordance with Directive 5 
“Determining the GRAP Reporting Framework" issued by the Accounting Standards 
Board. As disclosed in accounting policy note 1.1, the municipality must develop 
accounting policies in accordance with the effective Standards of GRAP. Accounting 
policies for material transactions not covered by a Standard of GRAP should be 
developed in accordance with paragraphs 7, 11 and 12 of GRAP 3. The municipality 
did not develop and include accounting policies for the following conditions and events 
presented in the financial statements: 

a) Unspent conditional grants 

b) Employee benefits 

c) Impairment of assets 

d) Financial instruments 

e) Related parties 

f) Amended disclosure policy 

g) Self insurance reserve 

h) Public contribution and donation reserve 

i) Detail of the standards and pronouncements comprising the GRAP reporting 
framework was not included. 

j) Consumer and other debtors 

k) Current liabilities 

l) Other financial assets 

m) Employee benefits 

n) Commitments 
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Disclaimer of opinion 

22. Because of the significance of the matters described in the Basis for disclaimer of 
opinion paragraphs, I have not been able to obtain sufficient appropriate audit 
evidence to provide a basis for an audit opinion. Accordingly, i do not express an 
opinion on the financial statements. 


Emphasis of matters 

i draw attention to the following matters on which I do not express a disclaimer of opinion: 

Going concern 

23. The financial statements indicated that the municipality incurred a net loss of R805 041 
for the year ended 30 June 2009 and, as at that date, the municipality’s current 
liabilities exceeded its current assets by R7 069 590. These conditions, along with 
other matters indicated below, point to the existence of a material uncertainty that may 
cast significant doubt on the municipality’s ability to continue as a going concern. 

a) Debtors increased by 13,39% from the prior year to R24 631 567 at 30 June 2009. 

b) The debtors' turnover in days was calculated as 295 days, This was considered 
exceptionally high and could result in serious cash flow problems for the 
municipality. It was also noted that 90,7% of debtors amounting to R22 614 704 
was older than 90 days. 

c) The creditors' payment period was calculated as 63 days, which could be a further 
indication that the municipality was experiencing cash flow problems. Furthermore, 
creditors should be paid within 30 days according to section 65 of the MFMA. 
Payments were not always made within 30 days from receipt of invoices. 

d) The Douglas Holiday Resort realised a deficit of R774 487 {2008: R0,8 million 
deficit, 2007; R1,1 million deficit). 

e) The primary bank account has been operated on an overdraft consistently over the 
current year. The overdraft balance at 30 June 2009 was R2 560 868. 

f) Funds and reserves were not supported by investments at year-end. 

Irregular expenditure 

24. As disclosed in note 26 to the financial statements, irregular expenditure to the amount 
of R762 843 was incurred as tender processes had not been followed. 

Fruitless and wasteful 

25. As disclosed in note 27 to the financial statements, fruitless and wasteful expenditure 
to the amount of R467 262 was incurred as a result of the revaluated valuation roll for 
rates and taxes and the clock machine installed that was not used. 

Material underspending of the budget 

26. As disclosed in note 24 to the financial statements the municipality materially 
underspent the budget on the municipal infrastructure grant to the amount of 
R2 730 705. 
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other matters 

I draw attention to the following matters that relate to my responsibilities in the audit of the 

financial statements: 

Material Inconsistencies in other information included in the annual report 

27. I have not obtained the other information Included in the annual report and have not 
been able to identify any material Inconsistencies In the financial statements. 

Unaudited supplementary schedule 

28. The supplementary information set out on annexures D and E does not form part of 
the financial statements and is presented as additional information, i have not audited 
these schedules and accordingly I do not express an opinion thereon. 

Non-compliance with applicable legislation 

Municipal Finance Management Act 

29. The accounting officer did not ensure that internal procedures and internal control 
measures are in place for payment approval and processing as required by section 
79(1). 

30. Payments were not always made within 30 days from receipt of invoices as required by 
section 65(2)(e). 

31. Evidence could not be obtained that letters had been sent to the National Treasury for 
the amount outstanding for state entities of at least R674 731 as required by section 
64(3). 

32. Evidence could not be obtained that reports were submitted by the accounting officer 
to the mayor, the MEC for Local government and the Auditor-General with regard to 
unauthorised, irregular, fruitless and wasteful expenditure disclosed in the financial 
statement as required by section 32(4). 

33. Section 32(4) requires that that accounting officer must promptly report to the Auditor- 
General the investigations performed and steps taken on unauthorised, irregular or 
fruitless and wasteful expenditure. In contravention of this section irregular expenditure 
with a balance of R762 843 and fruitless and wasteful expenditure of R455 182 that 
have not been promptly investigated by the accounting officer have been disclosed in 
the financial statements. 

34. The municipality did not table the annual report within seven months after the end of 
the financial year as required by section 127(2) of the MFMA. The report was tabled 
10 March 2009. 

Municipal Systems Act 

35. According to section 57, municipal managers and managers directly accountable to 
the municipal manager may be appointed to that position only in terms of a written 
employment contract and subject to a separate performance agreement. Signed 
performance agreements did not exist for the municipal manager, financial manager, 
administration manager and the infrastructure manager. Consequently, no 
performance reviews have been performed for the 2008-09 financial year. 

Property Valuers Profession Act, Act No. 47 of 2000 

36. According to section 78(4) (a) a municipality must, whenever necessary cause a 
supplementary valuation to be made In respect of ratable property. Various new 
residential and business developments noted were not included on the valuation roll. 
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Governance framework 

37. The governance principles that impact the auditor’s opinion on the financial statements 
are related to the responsibilities and practices exercised by the accounting officer and 
executive management and are reflected in the internal control deficiencies and key 
governance responsibilities addressed below: 

Internal control deficiencies 

38. Section 62(1 )(c)(i) of the MFMA states that the accounting officer must ensure that the 
municipality has and maintains effective, efficient and transparent systems of financial 
and risk management and internal control. The table below depicts the root causes 
that gave rise to the deficiencies in the system of internal control, which led to the 
disclaimer of opinion. The root causes are categorised according to the five 
components of an effective system of internal control. (The number listed per 
component can be followed with the legend below the table.) In some instances 
deficiencies exist in more than one internal control component. 
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Creditors 

6 


3 



13 

Unspent conditional grants 



6,3 


1 

14 

Commitments 



3 

2 

3 

15 

Irregular expenditure 

m 


m 


1,3 

16 

Employee benefits 


1 

6.3 

2 


17 

Leases 

9 

1 

4 

2 

1 

18 

Inventory 

5 


6 

2 

1 

19 

Cash flow statement 

m 

1 

3 


1 

20 

Financial instruments 

m 

1 

3 

1 

1 

21 

Disclosure and presentation 

m 

1 

3 

1 

1 


Mild 


liil 




Hi 

ipiifiM 

The organisational structure does not address areas of resporsibili^ and lines of reporting to support effective control over 
financial reporting. 

1 

Management and staff are not assigned apprc^riate lev^ of auttiority and responsibility to facilitate control over financial 
reportino. 

2 

Human resource policies do not facilitate effective recruitment and baininq, disdplininq and supervision of personnel. 


Inteoritv and ethical values have not been developed and are not understood to set the standard for financial reDortino, 


The accounting ofiicer/accounting authority does not exercise oversght responsibility over financial reporting and internal 
control. 

5 

Management's philosophy and operating style do not promote effective control over financial reportinq. 

IQi 

The entity does not have individuals competent in financial reportinq and related matters. 

m 
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iilitiilijiiilliiiiiiiiiiiiiiililiig 


Management has not specified financial reporting objectives to enable the identification of risks to reliable financial 
reporting. 


The entity does not identify risks to the achievement of finarwal reporting objectives. 


The entity does not analyse the likelihood and impact of the risks identified. 


The entity does not determine a risk strategy/action pian to manage identified risks. 


The potential for material misstatement due to fraud is not conskJa'ed. 




iiliiiiiililiitliilliiliffliiiiiliaiillii: 


There is inadequate segregation of duties to prevent fraudul^ data and asset misappropriation. 


1 


General information technology controls have not been designed to maintain the integrity of the information system and 
the security of the data. 


Manual or automated controls are not designed to ensure that the trar^sactions have occurred, are authorised, and are 
completely and accurately processed. 


Actions are not taken to address risks to the achievement of financial reporting otjectives. 


Control activities are not selected and developed to mitigate risks over financial reporting. 


Policies and procedures related to financial reporting are not established and communicated. 


Pertinent information is not Identified and captured in a form and time frame to support financial reporting. 


Information required to implement internal control is not available to personnel to enable internal control responsibilities. 
Communications do not enable and support the understandir^g and execution of internal control processes and 
responsibilities by personnel. 


Ongoing monitoring and supervision are not undertaken to enable an assessment of the effectiveness of internal control 
over financial reporting. 


Neither reviews by internal audit or the audit committee nor self -assessments are evident. 


Internal control deficiencies are not identified and communicated in a timely manner to allow for corrective action to be 
taken. 


Key governance responsibilities 

39. The MFMA tasks the accounting officer with a number of responsibilities concerning 
financial and risk management and internal control. Fundamental to achieving this Is 
the implementation of key governance responsibilities, which I have assessed as 
follows; 


No. 

Matter 

Y 

N 

Clear trail of supporting documentation that is easily available and provided in a 
timely manner 

1 . 

No significant dif^culties were experienced during the audit concerning delays 
or the availability of requested information. 


X 

Quality of financial statements and related management information 

2. 

The financial statements were not subject to any material amendments 
resulting from the audit. 



3. 

The annua! report was submitted for consideration prior to the tabling of the 
auditor’s report. 


X 

Timeliness of financial statements and management information 

■ 

The annual financial statements were submitted for auditing as per the 
legislated deadlines in section 126 of the MFMA. 



Availability of key officials during audit 


Key officials were available throughout the audit process. 

X 


Development and compliance with risk management, effective internal 
governance practices 

control and 

6. 

Audit committee 
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Matter 




The department had an audit committee in operation throughout the 
financial year. 


• The audit committee operates In accordance with approved, written terms 
of reference. 


• The audit committee substantially hjifilied its responsibilities for the year, 
as set out in section 166(2i of the MFMA. 


Internal audit 


• The department had an internal audit function in operation throughout the 
financial year. 


• The internal audit function operates in terms of an approved internal audit 
plan. 


• The internal audit function substantially ftjifilled its responsibilities for the 
year, as set out in section 165(2) of the MFMA. 


There are no significant deficiencies in the design and implementation of 
Internal control In respect of financial and risk management. 


There are no significant deficiencies in the design and implementation of 
internal control in respect of compliance with applicable laws and regulations. 


The information systems were appropriate to facilitate the preparation of the 
financial statements. 


A risk assessment was conducted on a regular basis and a risk management 
strategy, which includes a fraud prevention plan, is documented and used, as 
set out in section 62(l)(c}(l) of the MFMA. 


Delegations of responsibility are in place. 


Follow-up of audit findings 


13. The prior year audit findings have been substantially addressed. 


14. SCOPA resolutions have been substantially implemented. 


Issues relating to the reporting of performance Information 


The infoimation systems were appropriate to facilitate the preparation of a 
performance report that is accurate and complete. 


16. Adequate control processes and procedures are designed and implemented 
to ensure the accuracy and completeness of reported performance 
information. 


A strategic plan was prepared and approved for the financial year under 
review for purposes of monitoring the performance in relation to the budget 
and delivery by the Siyancuma Municipality against its mandate, 
predetermined objectives, outputs, indicators and targets. 


There is a functioning performance management system and performance 
bonuses are only paid after proper assessment and approval by those 
charged with governance. 






Clear trail of supporting documentation 

40. The root causes for the audit outcome related to records management deficiencies 
and the lack of monitoring of the consultant who performed the conversion from IMFO 
to GRAP. The municipality did not have a GRAP implementation plan. Furthermore the 
municipality should ensure that when services of external service providers are used 
proper transfer of skills take place. An understanding of the financial reporting 
objectives should be created with staff to mitigate the risks. 
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Quality of financial statements 

41 . Material amendments were made to the financial statements relating to provisions, 
employee benefits, expenditure, contingent liabilities, provision for bad debt, 
disclosures and notes to the financial statements. The material amendments were 
identified by the auditors during the audit and not the internal controls of the 
municipality or the consultants who prepared the financial statements. There should be 
a discipline to produce monthly financial statements and management information for 
review by management. 

Risk management, internal control and governance 

42. The municipality utilised the shared internal audit services of the Pixley Ka Seme 
District Municipality but did not subscribe to the shared audit committee service. Further 
to the shortcomings highlighted in the table above, the municipal manager and chief 
financial officer positions became vacant during July 2009. 

Follow-up of audit findings 

43. The matters reported in prior audit reports recurred and even new matters were 
identified. The audit opinion has been a disclaimer for the last five years. Management 
should compile an action plan to address the audit findings and council should monitor 
the implementation thereof. 

Reporting of performance information 

44. The information system framework was not detailed enough to facilitate the preparation 
of a performance report. Furthermore, detailed standard operating procedures setting 
out the roles and responsibilities of staff involved in the collection an collation of 
performance information, from source document to reporting, has not been prepared 
and communicated. This Is indicative of a situation where adequate control processes 
and procedures were not designed and implemented to ensure the accuracy and 
completeness of performance information and adequate mechanisms were not 
established to monitor and review the performance management system. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

Report on performance Information 

45. I was engaged to review the performance information. 

The accounting officer's responsibility for the performance information 

46. In terms of section 121{3)(c) of the MFMA, the annual report of a municipality must 
include the annua! performance report of the municipality, prepared by the municipality 
in terms of section 46 of the Local Government: Municipal Systems Act, 2000 (Act No. 
32 of 2000) (MSA). 

The Auditor-General’s responsibility 

47. I conducted my engagement in accordance with section 13 of the PAA read with 
General Notice 616 of 2008, issued in Government Gazette No. 31057 of 15 May 2008 
and section 45 of the MSA. 

48. In terms of the foregoing my engagement included performing procedures of an audit 
nature to obtain sufficient appropriate evidence about the performance information and 
related systems, processes and procedures. The procedures selected depend on the 
auditor’s adjustment. 
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49. I believe that the evidence I have obtained is sufficient and appropriate to provide a 
basis for the review findings reported below. 

Findings on performance information 

Non-compliance with reguiatory requirements 

No reporting of performance information 

50. The municipality did not prepare an annual performance report in terms of section 46 of 
the MSA, as required by section 121(3){c) of the MFMA and as a result we could not 
verify the reliability and consistency of performance information. 

Content of integrated development plan 

51. The integrated development plan did not include the key performance indicators and 
performance targets determined in terms of Its performance management system, as 
required by section 26(i) of the MSA. 

Existence and functioning of a performance audit committee. 

52. The municipality did not appoint and budget for a performance audit committee, neither 
was another audit committee utilised as the performance audit committee. 

APPRECIATION 

53. The assistance rendered by the staff of the Siyancuma municipality during the audit is 
sincerely appreciated. 



Kimberley 


1 February 2010 



AUDITOR-GENERAL 
SOUTH AFRICA 

-Aud)/mg /o build public confidence 
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